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The  Farmer  Cooperative  Service  conducts  research  studies  and  service 
act  ivit  ies  of  assist  arice  to  farmers  in  connect  ion  with  cooperat  ives 
engaged  in  market ing  farm  products ,  purchasing  farm  supplies ,  and  supply- 
ing business  services .  The  work  of  the  service  relates  to  problems  of 
management ,  organizat ion ,  policies ,  financing ,  merchandising ,  quality, 
costs,    efficiency,    and  membership. 

The  Service  publ ishes  the  results  of  such  studies;  confers  and  advises 
with  officials  of  farmers'  cooperat  ives ;  and  works  with  educat  ional 
agencies ,  cooperat  ives ,  and  others  in  the  disseminat  ion  of  in  format  ion 
relating    to  cooperative  principles   and  practices. 


SUMMARY 


Many  farmer  cooperatives  already  have  adopted  group  Insurance  plans  for 
the  benefit  of  their  employees.  Others  have  become  interested  and  are 
seeking  Information   about    them. 

Most  managers  of  cooperatives  that  have  tried  group  insurance  consider 
its  beneficial  effects  well  worth  the  cost.  They  say  that  it  helps  an 
organization  attract  and  hold  competent  and  experienced  personnel.  They 
also  report  that  it  encourages  the  employee  to  feel  that  the  cooperative 
is  interested  in  his  personal  welfare,  thus  bringing  about  a  better 
relationship  between  employees   and   the   association. 

This  publication  is  based  upon  a  study  of  40  selected  group  insurance 
plans  now  being  used  by  farmer  cooperatives.  It  discusses  the  character- 
istics of  group  insurance,  underwriting  practices,  and  factors  affecting 
cost.  It  also  reports  on  four  ways  of  determining  the  amount  of  insur- 
ance  to  be   provided  for   each  employee. 

The  several  different  kinds  of  Insurance  available  under  group  policies 
are:  (1)  life  insurance;  (2)  accidental  death  and  dismemberment;  (3) 
sickness  and  accident;  (4)  hospital  expense;  (5)  surgical  expense;  and 
(6)    major  medical. 

The  various  forms  of  group  Insurance  available  provide  a  wide  range  of 
protection.  However,  the  nost  of  the  complete  coverage  is  substantial. 
In  many  cases  it  is  necessary  to  compromise  between  what  is  desired  in 
the  way  of  protection  and  what  can  be  afforded  from  the  standpoint  of 
the  budget. 

Any  cooperative  with  25  or  more  employees  can  set  up  a  group  insurance 
plan  of  Its  own.  Cooperatives  with  fewer  than  25  employees  may  find  It 
possible  to  participate  in  a  plan  developed  by  a  larger  marketing  or 
purchasing  federation   to  which   they  belong. 

Group  plans  now  in  use  by  cooperatives  generally  provide  at  least 
$1,000  of  life  insurance  for  lower  paid  employees  with  increasing  amounts 
for  higher  paid  employees.  The  goal  of  many  associations  is  to  provide 
each  employee  with  life  insurance  approximately  equal  to  one  year's 
salary  up   to  a  fixed  maximum. 

The  cost  of  a  group  plan  will  depend  first  of  all  upon  which  insurance 
coverages  are  included,  and  secondly,  upon  such  factors  as  (1)  average 
age  of  the  group  (2)  the  hazards  of  employment  in  the  industry  and 
(3)  the  ratio  of  male  to  female  employees.  The  exact  cost  for  any 
sx)ecific   group  cannot  be   determined  until    these    factors    are    known. 

For  an  average-age  group  with  not  more  than  one-third  female  employees, 
working  in  a  non-hazardous  industry  the  initial  gross  premium  cost  per 
month  would  roughly  be   as    follows:        (1)    life    insurance,    about    90   cents 
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per  $1,000  of  insurance;  (2)  accidental  death  and  dismemberment  insur- 
ance, 10  to  15  cents  per  $1,000  of  insurance;  (3)  sickness  and  accident 
insurance,  8  to  10  cents  per  dollar  of  weekly  benefit;  (4)  hospital 
expense  insurance,  about  15  to  18  cents  per  dollar  of  daily  benefit; 
(5)  surgical  expense  insurance,  about  50  to  60  cents  per  employee. 
These  are  estimates  based  upon  average  costs  for  the  group  of  coopera- 
tives included  in  this  study. 

Under  most  group  plans  used  by  cooperatives  both  the  employees  and  the 
cooperative  contribute  to  the  cost.  Some  are  financed  entirely  by  the 
cooperatives . 

In  a  group  plan  the  contract  is  between  the  insurance  company  and  the 
employer.  Each  employee,  however,  is  given  a  certificate  showing  just 
what  protection  he  has  under  the  master  contract. 

An  announcement  circular  which  briefly  explains  the  provision  of  the 
master  contract  also  is  given  to  each  employee  at  the  time  he  joins  the 
plan.   A  sample  circular  of  this  kind  is  shown  at  the  end  of  the  report. 


DEVELOPING  A  GROUP  INSURANCE  PLAN 
FOR  EMPLOYEES  OF  COOPERATIVES 

By 
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Managers  and.  directors  of  farmer  cooperatives  realize  that  their  asso- 
ciations, like  other  types  of  business,  must  make  employment  attractive 
if  they  are  to  be  able  to  hire  and  hold  capable  and  loyal  people  in  their 
organizations. 

Employee  group  insurance  plans  have  been  widely  used  by  industrial  and 
commercial  organizations  for  a  number  of  years  as  one  means  of  making 
jobs  more  attractive  and  as  a  means  of  holding  trained  and  experienced 
personnel.  These  programs  have  been  well  received  by  employees  and 
group  insurance  is  now  the  fastest  growing  form  of  life  insurance. 

The  growth  of  group  insurance  has  been  particularly  rapid  in  the  past  15 
years.  This  period,  of  course,  includes  the  war  years  and  the  period  of 
industrial  expansion  that  followed.  Many  people  believe  that  labor 
scarcity,  wage  ceilings,  and  high  tax  rates  during  those  years  added 
impetus  to  the  trend.  However,  with  those  specific  influences  now  less 
intense,  there  is  little  or  no  slackening  of  interest  in  group  insurance 
on  the  part  of  either  employees  or  management. 

Many  farmer  cooperatives  already  have  adopted  group  insurance  plans  for 
the  benefit  of  their  employees.  Others  have  become  interested  in  such 
plans  and  are  seeking  information  about  them. 

This  publication  is  based  upon  a  study  of  40  representative  group 
insurance  plans  now  being  used  by  farmer  cooperatives.  It  describes  the 
provisions  of  various  plans  and  explains  their  uses.  The  information  is 
intended  primarily  for  managers  and  directors  of  cooperatives  which  have 
not  yet  adopted  employee  group  insurance.  However,  it  will  also  be 
helpful  to  organizations  interested  in  broadening  present  coverages. 

PURPOSE  OF  GROUP  INSURANCE 

Most  group  insurance  plans  provide  life  insurance  to  aid  the  family  of 
the  wage  earner  in  case  of  his  untimely  death.  Some  of  them  also  provide 
for  weekly  payments  to  the  employee  during  periods  of  unemployment  due 
to  sickness  or  accident.  Some  cover  hospital  and  surgical  benefits  for 
the  employee,  or  for  both  the  employee  and  his  dependents.  Other  plans 
are  more  comprehensive  and  include  a  combination  of  all  these  benefits 
plus  additional  ones. 

Reasons  most  frequently  given  by  cooperative  managers  for  adopting 
employee  group  insurance  plans  include  the  following: 

1.  It  is  an  effective  means  of  encouraging  employees  to  carry  needed 
insurance  protection  they  might  otherwise  go  without. 


2.  It  provides  employees  with  insurance  protection  at  a  lower  rate 
than  they  could  obtain  as  individuals  acting  alone. 

3.  It  encourages  employees  to  feel  that  the  cooperative  is  interested 
in  their  personal  welfare  and  thus  brings  about  a  better  relationship 
between  employees  and  the  association. 

4.  It  helps  free  employees  from  worry  and  permits  them  to  concentrate 
more  fully  on  their  jobs. 

5.  It  substitutes  a  systematic  and  businesslike  method  of  providing 
emergency  assistance  to  stricken  employees  for  the  old  "pass  the  hat" 
voluntary  contribution  procedure. 

6.  It  makes  jobs  more  attractive  and  helps  to  hold  competent  and  loyal 
personnel . 

About  the  only  objection  ever  advanced  against  employee  group  insurance 
has  to  do  with  the  cost  of  operating  the  plan.  However,  the  cost  can  be 
borne  in  part  by  the  employees  themselves  and  ordinarily  is.  Most 
farmer  cooperatives  that  have  tried  group  insurance  consider  its  bene- 
ficial effects  well  worth  the  cost. 

CHARACTERISTICS  OF  GROUP  INSURANCE 

In  a  broad  general  sense,  group  insurance  may  be  thought  of  as  wholesale 
insurance,  or,  more  accurately,  insurance  purchased  on  a  wholesale  basis. 
By  insuring  whole  groups  at  one  time  and  in  a  single  policy,  insurance 
companies  have  been  able  to  reduce  to  a  minimum  the  initial  expenses  of 
selling  the  insurance  and  also  the  costs  of  servicing,  collecting 
premiums,  and  bookkeeping.  As  a  result,  premium  rates  quoted  on  group 
policies  are  substantially  lower  than  the  rates  on  individual  policies 
providing  the  same  amount  of  protection. 

In  group  life  insurance  it  is  not  unusual  for  90  percent  or  more  of  the 
premium  dollar  to  be  returned  in  the  form  of  death  benefits  and  patronage 
dividends,  leaving  less  than  10  percent  to  pay  operating  costs  of  the 
company.  This  is  a  very  low  figure  when  compared  with  the  cost  of 
handling  individual  policies. 

Group  insurance  is  a  specialized  field  —  not  so  much  from  the  standpoint 
of  the  type  of  protection  offered  as  from  the  procedure  by  which  the 
protection  is  made  available.  Most  states  have  special  laws  pertaining 
to  the  use  of  group  insurance.  Under  these  laws  the  State  Insurance 
Commissioner  regulates  the  use  of  group  insurance  in  his  state.  Fortunately 
there  is  considerable  uniformity  throughout  all  the  States  in  this 
regard,  thus  making  it  possible  for  insurance  companies  to  standardize 
their  operations  to  a  considerable  degree. 

Under  group  plans,  the  insurance  contract  is  between  the  insurance 
company  and  the  employer.  Just  one  policy  is  issued  for  each  type  of 
coverage  (life,  hospitalization,  surgical,  or  other).   It  is  issued  to 


the  employer.  Under  this  contract,  the  employer  agrees  to  pay  the 
entire  premium  himself,  or  to  pay  part  from  his  own  funds  and  part  from 
funds  contributed  by  the  employees.  The  insurance  company  agrees  to 
indemnify  employees  for  any  losses  specifically  covered  by  the  policy. 
Each  employee  is  given  a  certificate  showing  just  what  protection  he  has 
under  the  master  contract. 

UNDERWRITING  PRACTICES 

Group  insurance  departs  radically  from  some  practices  long  used  in 
writing  life  insurance.  An  outstanding  example  is  the  elimination  of 
the  physical  examination  as  a  prerequisite  to  obtaining  insurance. 

In  issuing  individual  policies  insurance  companies  usually  require  the 
applicant  to  pass  a  physical  examination.  This  is  to  eliminate  sub- 
standard risks  and  give  the  company  some  assurance  that  its  total 
business  will  more  nearly  represent  an  average  cross  section  of  the 
whole  population,  upon  which  mortality  tables  are  based.  The  need  for 
such  physical  examinations  is  based  upon  the  assumption  that  people  in 
poor  health  are  much  more  likely  to  buy  insurance,  if  permitted,  than 
people  in  good  health. 

The  solution  to  this  problem  in  group  insurance  is  to  cover  as  nearly  as 
possible  the  whole  group  of  employees  in  a  given  business  enterprise. 
It  is  assumed  that  the  group  as  a  whole  will  represent  an  average  or 
normal  risk,  and  premium  rates  are  computed  on  this  basis.  Actually 
this  probably  gives  a  slightly  better  than  average  cross  section  since 
people  in  extremely  poor  health  are  seldom  employed.  In  other  words  new 
employees  coming  into  an  organization  and  into  the  insurance  plan  would 
be  in  reasonably  good  health. 

The  amount  of  insurance  provided  each  employee  must  be  determined  by  a 
method  that  precludes  individual  selection.  Otherwise,  older  employees 
and  those  in  poor  health  might  select  large  amounts  of  insurance,  while 
younger  employees  and  those  in  good  health  might  be  more  inclined  to 
select  small  amounts.  This  would  destroy  the  concept  of  average  risk  — 
one  of  the  fundamental  principles  upon  which  group  insurance  is  based. 

Certain  underwriting  practices  used  by  insurance  companies  to  produce  an 
average  risk,  and  which  are  mandatory  in  most  states  with  group  insurance 
laws,  are  as  follows: 

1.  Insure  only  employed  groups. 

2.  Cover  only  persons  who  are  actively  at  work  when  the  insurance  be- 
comes effective.  (Others  can  be  covered  if  and  when  they  return  to 
work)  . 

3.  Issue  no  policy  unless  at  least  75  percent  of  all  employees  in  the 
group  covered  participate  in  the  plan. 


4.  Insure  no  group  of  fewer  than  25  employees. 

5.  Base  the  amount  of  insurance  provided  under  the  policy  upon  some 
plan  precluding  individual  selection  by  either  employees  or  employer. 

6.  Require  any  employee  entering  the  plan  more  than  90  days  after  it  is 
first  made  available  to  present  evidence  of  insurability.  If  the  plan 
includes  coverages  other  than  group  life,  the  enrollment  period  sometimes 
is  limited  to  30  days. 

FACTORS  AFFECTING  COST 

The  employee  ordinarily  pays  considerably  less  for  group  insurance  than 
he  would  have  to  pay  for  comparable  protection  from  other  sources.  This 
is  due  in  part  to  the  somewhat  lower  premium  rates,  and  in  part  to  the 
fact  that  the  employer  ordinarily  bears  a  part  of  the  cost.  The  total 
cost  of  any  group  plan — including  both  the  employee's  and  the  associa- 
tion's contributions — will  depend  first  of  all  on  which  of  the  coverages 
(life,  accident,  hospital,  surgical,  or  other)  are  included  in  the  plan. 
It  depends  also  on  such  factors  as  (1)  average  age  of  the  group,  (2) 
hazards  of  employment  in  the  industry,  and  (3)  ratio  of  male  to  female 
employees . 

The  size  of  the  group  to  be  covered  may  also  affect  the  cost  of  group 
life  insurance.  For  example,  a  group  with  less  than  $75,000  total 
insurance  ordinarily  takes  a  higher  premium  rate  than  groups  with  larger 
amounts.  This  is  because  it  costs  the  company  less  per  thousand  to 
handle  insurance  in  large  volume . 

The  premium  cost  for  group  insurance  will  vary  from  one  group  to  another 
depending  on  the  considerations  mentioned.  It  is  not  possible  to  state 
exactly  what  the  premium  cost  would  be  for  any  specific  group  until  all 
the  factors  are  known.  However,  for  an  average  age  group,  with  about 
one-third  female  employees,  working  in  a  non-hazardous  industry,  the 
initial  gross  premium  costs  a  month  would  roughly  be  as  follows: 

(1)  life  insurance,  about  90  cents  per  $1,000  of  insurance;  (2)  accidental 
death  and  dismemberment  insurance,  10  to  15  cents  per  $1,000  of  insurance; 

(3)  accident  and  sickness  insurance,  8  to  10  cents  per  dollar  of  weekly 
benefit;  (4)  hospital  expense  insurance,  about  15  to  18  cents  per  dollar 
of  daily  benefit;  (5)  surgical  operation  insurance,  about  50  cents  per 
employee  for  apian  providing  $150  maximum  payments  for  major  operations, 
and  possibly  60  cents  for  a  plan  providing  maximum  payments  of  $200. 

As  indicated  previously,  the  cost  of  group  insurance  may  be  borne  jointly 
by  the  cooperative  and  the  employees,  or  it  may  be  borne  entirely  by  the 
cooperative . 

Ordinarily,  the  entire  cost  of  group  life  insurance  cannot  be  shifted  to 
the  employees.  The  laws  of  most  states  require  the  employer  to  make 
some  contribution  to  the  cost  of  a  group  plan.  When  the  employer  and 
the  employees  both  contribute  to  the  cost  of  the  insurance,  the  plan  is 
called  contributory.  When  the  employer  pays  all  the  cost,  it  is  called 
non-contributory . 


The  contributory  plan  has  several  advantages.  Many  cooperative  managers 
feel  that  employees  appreciate  the  value  of  the  insurance  more  if  they 
contribute  something  to  its  cost.  Also,  it  costs  the  association  less. 
This  makes  it  possible  to  provide  employees  with  a  substantial  amount  of 
insurance  -without  burdening  either  them  or  the  association. 

Among  cooperatives  the  contributory  plan  is  used  most  frequently,  with 
the  employees  paying  about  half  the  cost  while  the  association  pays  the 
balance.  For  life  insurance,  the  employees'  share  frequently  is  set  at 
60  cents  per  month  per  $1,000  of  insurance.  This  exceeds  one-half  of 
the  cost  in  most  instances.  Once  established,  the  employees'  monthly 
payments  ordinarily  remain  fixed.  The  association's  share  of  the  cost 
may  vary  slightly  from  time  to  time  if  the  average  age  of  the  group 
changes  or  other  factors  cause  the  premium  rate  to  go  up  or  down. 

When  part  of  the  cost  is  borne  by  the  employees,  the  cooperative  usually 
assumes  the  responsibility  of  collecting  this  part  of  the  premium  for 
the  insurance  company.  Almost  universally  these  collections  are  made 
through  payroll  deductions  authorized  by  employees  at  the  time  they  sign 
up  for  the  insurance.  The  money  thus  collected,  together  with  the 
association's  share,  is  remitted  to  the  insurance  company  periodically. 

WHO  WILL  BE  COVERED 

In  setting  up  a  group  plan  it  is  possible  for  cooperatives  to  limit 
coverage  to  specific  groups  of  employees,  such  as  all  salaried  workers 
or  all  employees  working  in  a  given  plant.  However,  the  coverage  should 
be  offered  to  all  employees  in  that  group.  It  is  not  feasible  to  select 
employees  more  or  less  at  random  from  among  the  working  force  and 
provide  an  insurance  plan  for  these  selected  employees. 

Under  most  group  plans  used  by  farmer  cooperatives,  all  full-time 
employees  become  eligible  for  insurance  after  three  months'  continuous 
service.  The  purpose  of  this  short  waiting  period  is  to  eliminate 
temporary  employees  and  "floaters." 

If  the  association  bears  the  whole  cost  of  the  plan,  eligible  employees 
are  covered  automatically.  It  is  reasonable  to  assume  that  all  employees 
will  be  glad  to  have  the  insurance  if  they  are  not  asked  to  contribute 
anything  toward  its  cost. 

If  the  employees  share  the  cost,  participation  usually  is  voluntary.  An 
eligible  employee  may  participate  or  not,  as  he  sees  fit.  Ordinarily 
full-time  employees  may  join  the  plan  simply  by  signing  an  application 
card  and  authorizing  payroll  deductions  for  their  share  of  the  premium. 
Insurance  companies  writing  group  insurance  require  that  at  least  75  per- 
cent of  the  eligible  employees  sign  up  for  the  plan  before  it  becomes 
effective.   In  most  states  this  is  a  legal  requirement. 


DETERMINING  THE  AMOUNT  OF  INSURANCE 

One  of  the  problems  involved  in  setting  up  a  group  insurance  plan  is 
determining  the  amount  of  insurance  to  be  provided  for  each  employee. 
As  previously  explained,  most  insurance  companies  and  many  state  laws 
require    a   fixed  plan    that   eliminates    individual   selection   of   amounts. 

Several  methods  can  be  used  in  making  this  determination.  Four  of  these 
are   discussed  briefly  below: 

1.  Same  for  Each  Employee 

Some  cooperatives  may  wish  to  offer  the  same  amount  of  insurance  to  each 
employee  regardless  of  position  held,  salary  received,  or  length  of 
service  with  the  organization.  This  is  a  very  simple  plan  and  is  easy 
to  operate.  It  eliminates  much  mathematical  calculation  and  bookkeeping. 
It  would  be  most  suitable  for  associations  with  a  small  number  of 
employees  and  little  spread  in  salary  range. 

For  most  cooperatives,  particularly  those  with  considerable  spread  in 
salary  range,  this  plan  would  have  some  disadvantages.  The  amount  of 
insurance  suitable  for  one  employee  might  not  be  satisfactory  for 
another.  For  example,  under  such  a  plan  the  janitor  would  be  entitled 
to  the  same  amount  of  insurance  as  the  general  manager  if  both  partici- 
pated in  the  plan. 

2.  Based  on  Salary 

The  amount  of  insurance  may  be  based  on  the  salary  or  earnings  received. 
Under  this  plan,  the  employees  are  divided  into  4,  5  or  sometimes  more 
groups  according  to  salary.  The  amount  of  insurance  varies,  the  higher 
salaried  groups  being  offered  more  insurance  than  the  lower  salaried 
groups,  thus  the  amount  of  insurance  can  be  adjusted  to  the  various 
employees'  needs  and  their  ability  to  pay.  This  probably  is  the  most 
desirable  plan — at  least  it  is  the  one  used  most  frequently  by  farmer 
cooperatives . 

3 .  Based  on  Position  Held 

The  am.ount  of  insurance  offered  to  each  employee  may  be  based  upon  the 
position  he  holds  with  the  organization.  A  schedule  for  example,  might 
be  as  follows: 

Amount  of  life 
Type  of  employee         insurance 

Officers  and  executives  $5,000 
Foreman  and  supervisors  3,000 
All  other  employees  2,000 


This  plan  is  particularly  well  adapted  for  employees  paid  on  piece  work 
or  commission  basis.  In  such  cases  there  is  no  way  to  determine  in 
advance  what  any  given  employee's  earnings  for  the  year  will  amount  to. 
This  makes  it  difficult  to  use  the  salary  method. 

4.   Based  on  Length  of  Service 

Under  this  plan  the  amount  of  insurance  would  be  determined  by  the 
length  of  employee's  service.  For  example,  the  plan  might  provide  $1,000 
for  the  first  year  of  service  plus  $500  for  each  additional  year  until 
a  certain  maximum  has  been  reached.  This  plan  is  not  generally  recom- 
mended, particularly  if  the  employees  are  contributing  toward  the  cost, 
because  over  a  long  period  of  time  it  results  in  a  substantial  volume  of 
insurance  and  high  premium  payments  for  the  older  employees.  Also  no 
difference  is  made  between  employees  earning  high  salaries  and  those 
earning  low  salaries. 

SELECTING  TYPES  OF  COVERAGE 

Several  types  of  coverage  are  available  under  group  policies:  (1)  life 
insurance;  (2)  insurance  providing  benefits  in  case  of  dismemberment  or 
death  by  accidental  means;  (3)  accident  and  health  insurance;  (4)  hospital 
expense  insurance;  (5)  surgical  operation  insurance;  and  (6)  catastrophe 
or  major  medical  expense  insurance. 

From  this  it  can  be  seen  that  a  wide  range  of  protection  can  be  provided 
for  employees.  However,  the  cost  of  such  complete  coverage  would  be 
substantial.  In  many  cases  it  is  necessary  to  compromise  between  what 
is  desired  in  the  way  of  protection  and  what  can  be  afforded  from  the 
standpoint  of  the  budget. 

An  insurance  plan  for  any  specific  group  can  be  made  up  of  one  or  any 
combination  of  coverages  listed.  It  need  not  include  all  of  them. 
Farmer  cooperatives  usually  include  group  life  insurance  and  one  or  more 
of  the  other  coverages  in  their  plan.   Some  do  include  them  all. 

The  following  discussions  will  give  some  idea  of  the  nature  of  the 
various  coverages,  their  uses,  and  factors  affecting  their  cost. 

1.   Group  Life  Insurance 

Life  insurance  provided  under  a  group  plan  is  annually  renewable  term 
insurance.  For  the  employee  it  has  no  cash  surrender  value,  no  paid  up 
value,  and  no  loan  value.  These  are  factors  which  contribute  to  its  low 
cost.  Once  a  plan  goes  into  effect  the  cooperative  expects  that  it  will 
be  continued  on  a  permanent  basis.  However,  it  usually  reserves  the 
right  to  cancel  the  plan  at  any  time  if  such  action  becomes  necessary  or 
desirable. 

Like  practically  all  other  kinds  of  life  insurance,  it  is  intended  to 
provide  some  financial  protection  for  an  employee's  dependents  in  case 
of  his  death.   If  an  insured  employee  dies,  the  insurance  company  pays 


the  full  face  value  of  the  policy  to  the  beneficiary  designated  in  the 
policy.      Usually  this    is   paid   in   a   lump   sum. 

Some  group  life  insurance  policies  allow  the  beneficiary  to  choose 
another  method  of  settlement  instead  of  a  lump  sura  payment.  A  specified 
number  of  installment  payments  is  the  most  common  option  provided.  This 
is  like  continuing  the  employee's  salary,  or  a  part  of  it,  to  his  bene- 
ficiary  for   a  period   after   his   death. 

The  amount  of  life  insurance  to  be  made  available  to  each  employee  is  a 
matter  for  the  cooperative  to  determine  when  the  plan  is  being  formulated. 
Cooperative  plans  usually  provide  at  least  $1,000  for  lower  paid 
employees  with  increasing  amounts  for  higher  paid  employees.  Most  state 
laws  limit  the  amount  of  group  life  insurance  that  can  be  made  available 
to  an  individual.  In  addition,  insurance  companies  usually  set  a 
maximum  amount   depending   on   the   size   of   the   group    covered. 

The  goal  of  many  associations  is  to  provide  each  employee  with  life 
insurance  approximately  equal  to  one  year's  salary.  It  would  be  too 
costly  from  the  standpoint  of  bookkeeping  and  accounting  to  match  each 
employee's  salary  exactly  with  a  like  amount  of  insurance.  The  usual 
procedure,  therefore,  is  to  divide  the  employees  into  4  or  5  groups 
according  to  salary  and  provide  the  same  amount  of  insurance  for  each 
employee    in   the   group. 

Table   1.    -  Amount   of  life   insurance   and  estimated  cost   by  salary  groups 


Annual 
earnings 


Amount    of    life 
insurance 


Estimated  cost 
(per  month) 


Employee ' s 

contribution 

(per  month) 


Under  $2,000 

$2,000  to  $2,999 
3,000  to  3,999 
4,000  to  4,999 
5,000  and  over 


$2,000 
3,000 
4,000 
5,000 
6,000 


$1.80 
2.70 
3.60 
4.50 
5.40 


$1.20 
1.80 
2.40 
3.00 
3.60 


The  estimated  cost  of  the  insurance  in  Table  1  is  based  upon  an  average 
rate  for  the  group  of  90  cents  per  $1,000  of  insurance.  The  actual  rate 
for  any  specific  group,  of  course,  will  depend  upon  the  average  age  of 
the  group  and  upon  the  hazardousness  of  the  industry. 

For  a  group  with  average  age  distribution,  working  under  normal  condi- 
tions in  a  non-hazardous  industry,  the  gross  monthly  rate  should  be 
about  90  cents  per  $1,000  of  insurance.  If  the  group  includes  a  large 
proportion  of  older  employees  or  if  the  industry  is  hazardous,  the 
average  rate  probably  will  be  higher.  Conversely,  if  the  group  is 
composed  largely  of  relatively  young  employees,  the  premium  rate  will  be 
somewhat  less. 


Under  most  contributory  plans,  the  employee  pays  about  50  or  60  cents 
per  $1,000  per  month,  and  the  association  pays  the  balance.  This,  of 
course,  is  very  low-cost  insurance  for  the  employee.  This  example, 
which  if  fairly  typical,  shows  the  initial  cost  to  the  cooperative  as 
being  30  cents  per  month  per  $1,000  of  insurance. 

In  many  instances,  premium  costs  may  be  reduced  somewhat  by  application 
of  dividends  paid  by  the  insurance  company.  Some  cooperatives  share 
these  dividends  with  the  employees  on  a  pro  rata  basis.  Many  associa- 
tions, however,  use  the  dividends  to  reduce  their  share  of  the  cost. 
They  consider  this  fair  and  equitable  because  should  the  premium  rate  be 
increased  for  any  reason,  the  cooperative  usually  bears  the  additional 
cost  while  the  employees'  contribution  remains  unchanged. 

The  factor  that  is  most  likely  to  increase  the  cost  of  group  life  insur- 
ance after  the  plan  is  established  is  a  gradual  increase  in  the  average 
age  of  employees.  This  occurs  most  frequently  with  a  new  organization  — 
especially  one  that  starts  off  with  younger  than  average  employees. 

The  life  insurance  provided  under  a  group  plan  ordinarily  ceases  with 
the  termination  of  employment.  At  least,  this  has  been  the  prevailing 
practice  in  the  past.  This  undoubtedly  has  been  one  factor  in  keeping 
the  cost  at  a  low  level. 


In  recent  years  there  has  been  some  tendency  to  continue  one-fourth  or 
in  some  cases  even  one-half  of  the  insurance  on  a  permanent  basis  after 
an  employee  reaches  retirement  age  and  retires.  Any  arrangement  of  this 
nature  ought  to  be  entered  Into  with  considerable  caution  since  it  in- 
creases premium  rates. 

Most  group  policies  contain  a  provision  allowing  any  covered  employee  to 
convert  all  or  part  of  his  insurance  to  an  individual  permanent  life 
policy  if  he  leaves  the  insured  group  for  any  reason.  Such  conversions 
can  be  made  without  a  physical  examination.  However,  the  policy  selected 
must  be  something  other  than  term  insurance  and  the  new  premium  rate 
will  be  that  for  the  attained  age  at  time  of  conversion. 


2.   Insurance  Against  Accidental  Death  or  Dismemberment 

Group  insurance  against  death  or  dismemberment  by  accidental  means 
ordinarily  is  written  only  as  a  supplemental  coverage  with  a  group  life 
or  a  group  disability  policy.  When  written  as  a  supplement  to  group 
life,  it  corresponds  to  what  is  generally  known  as  "double  indemnity" 
with  dismemberment  benefits  added.  The  amount  of  this  type  of  insurance 
provided  is  the  same  as  the  amount  of  group  life  insurance  carried  on 
each  individual.  The  premium  rate  is  reasonably  low,  usually  not  more 
than  10  or  15  cents  a  month  for  each  $1,000  principal  sum. 
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This  type  of  insurance  provides  lump  sum  benefits  in  the  event  of  death 
or  dismemberment  by  accidental  means.  For  each  $1,000  of  insurance 
carried   the   amounts   payable    in   the    event   of  loss   are   as    follows: 

Amount   of 
Type    of   loss  benefit 

Loss    of   life  $1,000 

Loss    of  both  hands    or   both   feet   or 

of  one   hand   and    one    foot  1,000 

Loss    of   the    sight    of  both   eyes  '  1,000 

Loss   of   one   hand   or   one    foot   and 

the    sight   of  one    eye  1,000 

Loss    of  one   hand   or   one   foot   or 

the    sight   of  one   eye  500 

3.      Group  Accident   and  Health    Insurance 

The  purpose  of  group  accident  and  health  insurance  is  to  provide  em- 
ployees with  some  income  during  periods  when  they  are  unable  to  work 
because  of  sickness  or  injury.  The  need  for  this  type  of  insurance 
depends  to  a  considerable  extent  upon  the  sick  leave  policy  of  the 
cooperative.  If  the  association  has  a  liberal  sick  leave  policy  under 
which  employees  are  kept  on  the  payroll  during  fairly  long  periods  of 
sickness  or  injury,  there  may  be  little  or  no  need  for  this  type  of 
insurance.  On  the  other  hand,  if  the  cooperative  provides  no  sick  leave 
for    its   employees,    this    type    of   insurance   may  be   desirable. 

In  any  event,  payments  under  an  accident  and  health  coverage  can  be 
adjusted  to  sick  leave  benefits  to  avoid  overlapping  and  duplication. 
If  the  cooperative  provides  sick  leave  of  two  weeks,  an  accident  and 
health  policy  can  be  written  to  provide  for  benefit  payments  beginning 
with  the  15th  day  of  disability.  This  will  reduce  the  cost  of  the 
policy. 

Various  combinations  of  waiting  time  and  maximum  weeks  of  payment  can  be 
established.  The  effects  these  have  upon  the  cost  of  the  plan  are 
indicated   in   the    following  paragraphs. 

Number  of  payments.  The  accident  and  health  coverage  is  written  to 
provide  weekly  payments  for  the  duration  of  each  absence  because  of 
illness  or  accident,  up  to  a  maximum  number  of  v^eeks  as  stated  in  the 
policy.  '  Most  of  the  group  plans  used  by  farmer  cooperatives  are  for  a 
maximum  of  13  weeks,  though  some  of  the  newer  ones  provide  a  maximum  of 
26  vveeks  or  even  more.  The  more  liberal  plans,  of  course,  require  higher 
premium  rates.  The  following  rates  are  fairly  typical  for  a  plan  with  a 
waiting  period   of   one   week  and   for  a  group   of  employees   about    1/3    female. 

Maximum  number  Premium  rate   per   dollar 

of  weeks  of  weekly  benefit 

13  7.4   cents 

26  9.1    cents 

52  11.0   cents 
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Female  employees .  Experience  has  shown  that  female  employees  lose  more 
days  of  work  because  of  illness  than  do  male  employees.  Premium  rates 
of  group  policies  are  adjusted  for  this  factor.  In  other  words,  the 
premium  rate  increases  as  the  proportion  of  females  in  the  group  in- 
creases. Table  2  which  is  fairly  typical  for  a  26-week  plan  -  with  7 
days  waiting  period,  shows  the  average  monthly  cost  for  selected  groups. 

Table  2.  -  Est imated  premium  cost    for   groups   with  varying   proportion   of 
female   employees 


Percent  of 

Premium  rate  per  dollar 
of  weekly  benefit 

female  employees 

Without  maternity 
benefits 

With  maternity 
benefits 

(Percent) 


(Cents) 


(Cents) 


Less  than  20 
40  to  50 
60  to  70 


8.1 

9.5 

10.3 


8.1 
11.4 
13.0 


Waiting  period.  The  accident  and  health  coverage  could  be  written  to 
provide  for  payments  to  begin  on  the  very  first  day  of  disability  but 
this  would  be  very  expensive.  The  cost  of  insurance  can  be  reduced 
materially  by  requiring  a  waiting  period  of  3,  7,  or  even  14  days  before 
payments  begin.  The  longer  waiting  periods  result  in  lower  premium 
costs. 

Moreover,  illnesses  of  short  duration  usually  do  not  present  a  major 
problem  for  employees.  Certainly  sick  leave  with  pay  and  insurance  pay- 
ments should  not  overlap,  thus  making  it  possible  for  an  employee  to 
receive  double  pay  while  away  from  his  job.  ,  . 

If  the  cooperative  does  not  grant  any  sick  leave  for  employees,  a  satis- 
factory accident  and  health  insurance  coverage  might  provide  for  pay- 
ments to  start  on  the  first  day  of  disability  due  to  accident  and  the 
eighth  day  of  disability  due  to  sickness.  This  combination  is  found  in 
many  plans  used  by  farmer  cooperatives. 


The  effect  of  various  waiting  periods  on  monthly  premium  rates  is  shown 
in  the  following  tabulation,  which  is  fairly  typical  for  a  26-weeks  plan 
with  about  1/3  female  employees. 

Waiting  period  Premium  rate  per  dollar 


Accident 

Sickness 

of 

wee 

kly  benefit 

(Days) 

(Days 

(Cents) 

0 

3 

10,8 

0 

7 

9.1 

7 

7 

8.5 

14 

14 

7.4 
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Including  maternity  benefits  would  add  about  1  1/2  cents  to  each  of  the 
figures . 

Amount  of  weekly  benefits.  Under  a  group  health  and  accident  insurance 
plan  the  schedule  of  benefits  almost  always  is  based  on  salary.  This  is 
in  recognition  of  the  fact  that  higher  paid  employees  need,  and  can 
afford  to  carry,  larger  amounts  of  insurance.  Table  3  shows  a  typical 
plan  of  this  type. 

Table  3.  -  Weekly  benefits   and  est imated  cost   by  salary  groups 


^nual 
earnings 


Accident  and  sickness 
benefits  (weekly) 


Estimated  cost 
(per  month) 


Employee  *s 

contribution 

(per  month) 


Under  $2,000 

$2,000  to  $2,999 
3,000  to  3,999 
4,000  and  over 


$10 
20 
30 
40 


I  .90 
1.80 
2.70 
3.60 


$    .45 

.90 

1.35 

1.80 


This  table  contemplates  that  the  cost  will  be  divided  about  50-50 
between  the  employee  and  the  employer.  The  division,  of  course,  can  be 
made  on  any  basis  that  is  agreed  upon  by  the  association  and  its  em- 
ployees. As  to  the  amount  of  benefits,  most  cooperatives  do  not  try  to 
provide   benefits    of  more    than   one-half  of  weekly   wages    with   a  maximum  of 


$40. 


Group  accident  and  health  insurance  plans  are  almost  always  non-occupa- 
tional. This  means  that  benefits  will  be  paid  only  if  the  disabled 
employee  is  not  eligible  for  benefits  under  any  workmen's  compensation 
act  or  occupational  disease  law.  By  limiting  the  coverage  in  this 
manner,  insurance  can  be  provided  at  a  substantially  lower  cost  than 
would  otherwise  be  the  case.  This  is  a  reasonable  limitation  since 
group  health  and  accident  insurance  is  not  intended  as  a  substitute  for 
workmen's  compensation  insurance.  With  this  one  exception  the  benefits 
under  the  group  insurance  plan  are  almost  entirely  free  from  restrictions 
so  long  as  the  employee  is  under  the  treatment  of  a  legally  licensed 
physician  or   surgeon. 

4.      Group   Hospital   Expense    Insurance 

Hospital  expense  insurance,  like  all  other  types  of  insurance,  is  a 
means  of  shifting  an  unexpected  financial  burden  from  the  shoulders  of 
an  individual  to  the  shoulders  of  a  group  where  it  can  be  borne  more 
easily.  In  another  sense,  group  hospital  expense  insurance  provides 
a  method  whereby  an  individual  can  budget  his  hospital  costs.  On  the 
average,  each  individual  can  expect  to  go  to  a  hospital  at  least  once 
during  his  lifetime.  Usually  it  is  less  difficult  for  an  employed 
person  to  pay  a  few  cents  each  month  as  insurance  premiums  than  to  meet 
the    full   cost   of   a  hospital   bill    "head   on." 

This  form  of  coverage  also  is  usually  non-occupational,  the  term  non- 
occupational being  defined  in  the  same  way  as  for  group  accident  and 
health  insurance.  As  a  rule,  the  only  requirements  for  benefits  are 
that    the   hospitalization  must   be   recommended   and   approved  by   a   legally 
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licensed  physician  or  surgeon,  and  must  last  at  least  18  consecutive 
hours.  Benefits  under  the  hospital  coverage  can  be  arranged  to  suit 
the  needs  of  each  group  and  can  be  revised  from  time  to  time,  if 
necessary,    to   keep    them   in   line   with   changing   hospital    costs. 

Previous  to  1950  benefits  provided  by  cooperatives  under  group  hospital 
expense  insurance  usually  ranged  from  $3  to  $5  a  day  with  a  maximum  of 
about  31  days  for  each  disability.  This  was  for  room  and  board.  In 
addition,  most  plans  provided  that  the  insured  should  be  reimbursed  for 
the  actual  cost  of  drugs  and  other  necessary  hospital  supplies  and 
services,  including  special  laboratory  service  and  use  of  operating 
room,    up   to   a  maximum  of   five    times    the   daily   benefit. 

Because  of  increased  costs  of  hospitalization  these  benefits  are  now 
inadequate  in  many  areas  .  The  trend  in  recent  years  has  been  toward 
more  liberal  hospitalization  benefits.  Today  (1955)  plans  providing 
daily  benefits  of  $8  to  $10  and  extra  expense  up  to  10  times  the  daily 
benefit  are  not  uncommon.  In  some  cases  the  31-day  limitation  also  has 
been  increased.  Maternity  benefits,  if  included,  usually  are  limited  to 
14  days . 

The  amount  of  benefits  provided  in  any  particular  plan  should  have  some 
relationship  to  actual  hospital  costs  in  the  area  served.  In  large 
metropolitan  areas  the  benefits  will  need  to  be  greater  than  in  small 
towns  and  rural  areas.  Many  associations  do  not  attempt  to  provide 
benefits  that  will  meet  hospital  costs  in  full.  Their  aim  is  to  provide 
enough  benefits  to  pay  a  substantial  part  of  a  hospital  bill  and  thus 
take    the    sting   out   of   it. 

Factors  determining  the  cost  of  any  plan  are:  (1)  the  amount  of  daily 
benefit;  (2)  the  maximum  number  of  days  for  which  benefits  would  be  paid; 
(3)  the  amount  provided  for  additional  hospital  expense;  (4)  the  pro- 
portion of  female  employees;  (5)  whether  or  not  maternity  benefits  are 
included;    and    (6)    the   hazardousness    of   the    industry. 

The  monthly  premium  rate  of  a  31-day  plan  for  a  group  comprised  of  about 
one-third  female  and  two-thirds  male  employees  might  be  expected  to 
average  about  18  cents  per  dollar  of  daily  benefit.  For  example,  if  the 
plan  provided  $8  a  day  -  not  to  exceed  31  days  in  any  one  illness  -  the 
monthly   cost  per   employee   would  be    about   $1.46. 

Coverage  for  dependents.  A  group  hospitalization  plan  can  be  set  up  to 
cover  not  only  employees  but  also  their  dependents.  This,  of  course, 
will  add  substantially  to  the  cost.  Even  so,  many  employees  consider 
this  a  valuable  feature  of  the  plan  and  are  willing  to  contribute  a 
portion -- or    in   some    cases    even   all — of   the    added  cost. 

Various  arrangements  can  be  worked  out  for  sharing  the  cost  of  a  hospi- 
talization plan.  Some  cooperatives  contribute  to  the  cost  of  both  the 
employee  benefits  and  the  dependent  benefits.  Other  cooperatives  pay 
the   full   cost   of  employee   benefits   while    the   employees   pay    the    full    cost 


14 


of  dependent  benefits.  Any  arrangement  satisfactory  to  both  the  em- 
ployer and  the  employees  can  be  used. 

Some  cooperatives  make  hospital  benefits  available  through  a  local  hospital 
plan  already  in  operation  in  the  community.  These  non-profit  hospital 
plans  are  quite  generally  available  throughout  the  United  States. 

There  is  a  great  deal  of  variation  in  the  amounts  and  types  of  service 
provided  under  these  local  hospitalization  plans.  Rates  for  subscribers 
differ  according  to  the  locality,  the  type  of  service  furnished,  the 
number  of  dependents  covered,  and  certain  other  factors.  Room  and  board 
on  a  semi-private  level,  general  nursing  care,  use  of  operating  and 
delivery  room,  specified  laboratory  services,  and  routine  medications 
and  dressings  are  usually  included.  Full  service  is  furnished  in  most 
plans  for  at  least  21  to  30  days  in  any  one  year.  Some  plans  provide 
ward  service  at  a  lower  rate.  Many  plans  allow  reduced  benefits  if 
longer  periods  of  hospital  service  are  required.  Practically  all  of 
them  provide  full  or  partial  benefits  for  the  subscriber,  spouse,  and 
children. 

5.   Group  Surgical  Operation  Insurance 

Group  hospital  expense  insurance  ordinarily  does  not  cover  the  cost  of 
surgical  operations .  Surgical  benefits  if  included  in  the  plan  are 
provided  under  a  separate  coverage  known  as  group  surgical  operation 
insurance.  This  form  of  insurance  usually  is  issued  only  in  conjunction 
with  hospital  expense  insurance  and  is  not  ordinarily  included  in  any 
plan  which  does  not  provide  hospital  benefits. 

The  inclusion  of  surgical  benefits  helps  to  complete  the  protection  and 
gives  a  plan  which  more  fully  covers  the  possible  needs  of  the  employees. 
Surgery  is  required  in  approximately  half  of  all  hospital  cases.  Be- 
cause of  the  cost  involved,  needed  surgical  attention  is  sometimes 
postponed,  resulting  in  permanent  impairment  from  causes  which  might  have 
been  corrected  by  a  prompt  operation. 

Surgical  operation  insurance  usually  provides  for  the  reimbursement  of 
actual  expense,  with  a  maximum  amount  for  each  operation  as  set  forth 
in  a  schedule  included  in  the  policy. 

The  cost  of  this  type  of  insurance  for  any  particular  group  will  depend 
upon  the  schedule  of  payments  provided  and  the  percentage  of  female 
employees.  Premium  rates  for  group  plans  with  maximum  payment  of  $150 
for  an  operation  may  be  expected  to  run  about  50  cents  per  insured 
employee  per  month.  For  plans  providing  maximum  payment  of  $200, 
premium  rates  would  be  around  60  cents  per  month.  The  trend  is  toward 
the  use  of  the  $200  schedule. 

These  rates  would  be  for  non-occupational  type  coverage  and  for  groups 
with  less  than  30  percent  female  employees.  As  in  the  case  of  accident 
and  health  and  of  hospital  expense  coverages,  the  term  "non-occupational" 
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means  any  operation  for  which  the  employee  was  not  entitled  to  benefits 
under  workmen's  compensation  acts  or  occupational  disease  laws. 

Some  of  the  more  common  types  of  operations,  with  the  maximum  payments 
usually  specified  in  a  $150  maximum  plan,  are: 

Max  imum 
Surgical  operation         payment 

Appendectomy  $100 

Fractured  forearm  25 

Fractured  thigh  50 

Hernia,  single  50 

Hernia,  double  75 

Reduction  of  dislocated  wrist  10 

Removal  of  kidney  150 

Tonsillectomy  25 

Adenectomy                /  20 

Fractured  nose  10 

Fractured  ribs  10 

Fractured  wrist  25 

Removal  of  eye  100 

Amputation  of  hand  50 

Amputation  of  finger  10 

Amputation  of  leg              '  100 

Blood  transfusion  25 

Incision  of  carbuncle  10    .  ■ 

Removal  of  portion  of  lung  125 

Suturing  surface  wound  10          - 

Removal  of  vertebra  150 

(The  complete  list  is  much  longer  than  this.  It  includes  100  or  more 
operations) . 

Surgical  benefits  for  an  employee's  wife  and  children  can  be  included  in 
the  group  insurance  plan  for  about  $2  per  month  additional  premiums.  If 
there  are  no  children  the  rate  would  be  about  $1.50  more.  This  would  be 
added  to  the  employee's  own  premium  of  50  to  60  cents.  These  rates  can 
be  reduced  somewhat  by  omitting  obstetrical  benefits,  but  this  ordinarily 
is  not  done.  Obstetrical  benefits  usually  are  available  after  a  waiting 
period  of  9  months. 

As  mentioned  previously,  group  surgical  insurance  ordinarily  is  not  in- 
cluded in  any  plan  that  does  not  provide  hospital  benefits.  If  hospital 
benefits  are  provided  under  a  community  hospitalization  plan,  surgical 
benefits  often  are  provided  through  a  similar  organization. 


Benefits  and  premium  rates  of  such  plans  vary  considerably  from  area  to 
area.  They  should  be  examined  carefully  before  a  final  decision  is 
made . 
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6.   Major  Medical  Expense  Insurance 

A  new  development  in  group  in.surance  is  a  coverage  known  as  catastrophe 
or  major  medical  expense  insurance.  As  the  name  implies,  this  coverage 
Is  intended  to  help  meet  the  cost  of  prolonged  hospitalization  and  of 
serious  illnesses  where  the  total  costs  far  exceed  the  "benefits  available 
under  other  parts  of  the  group  plan. 

Benefits  provided  under  the  usual  hospital  and  surgical  coverages  (pre- 
viously discussed)  will  take  care  of  most  illnesses  and  most  accidents. 
However,  in  the  case  of  serious  accidents  and  such  illnesses  as  polio, 
rheumatic  fever,  cancer,  tuberculosis,  heart  diseases,  and  others, 
hospital  confinement  may  be  required  for  many  months  and  surgical  costs 
may  amount  to  a  high  figure.  Insurance  coverages  that  provide  a  maximum 
of  31  days  -  or  even  of  70  days  -  hospitalization  and  a  maximum  of  $150 
to  $200  for  surgical  costs  may  fall  far  short  of  paying  the  bill.  It  is 
these  cases  that  major  medical  expense  insurance  is  intended  to  cover. 

A  major  medical  policy  usually  is  written  with  a  $300  to  $500  deductible 
provision  and  with  a  maximum  of  $2,000  to  $5,000.  When  hospital  and 
surgical  cost  for  any  one  disability  exceed  the  deductible  amount  this 
coverage  will  pay  75  percent  of  the  additional  cost  up  to  the  maximum 
provided  in  the  policy. 

It  is  the  deductible  feature  and  the  75  percent  feature  that  keep  the 
cost  of  this  type  of  insurance  within  reasonable  bounds.  A  deductible 
of  even  $500  is  not  a  serious  handicap  when  this  coverage  is  added  to  a 
plan  which  provides  31  days  or  more  of  hospitalization  and  $150  or  more 
surgical  benefits.  Since  major  medical  expense  insurance  pays  only  75 
percent  of  the  cost  above  the  deductible,  the  disabled  person  would  be 
more  likely  to  leave  the  hospital  as  soon  as  possible  and  to  hold  other 
medical  expenses  to  a  minimum. 

The  premium  cost  of  major  medical  expense  insurance  will  depend  upon  the 
amount  of  the  deductible,  the  maximum  amount  of  insurance  provided,  the 
average  age  of  employees,  and  certain  other  factors.  For  example, 
a  deductible  of  $500  instead  of  $300  might  be  expected  to  decrease  the 
cost  by  about  one-third,  while  a  maximum  of  $5,000  instead  of  $3,000 
might  increase  the  cost  by  at  least  10  percent.  Age  has  about  the  same 
effect  on  the  cost  of  major  medical  insurance  as  it  has  on  the  cost  of 
life  insurance.  It  costs  several  times  as  much  to  provide  this  type  of 
insurance  for  a  65-year-old  man  as  for  a  man  35. 

As  stated  previously,  major  medical  insurance  is  a  new  coverage.  There 
is  considerable  variation,  in  both  premium  costs  and  benefits,  in  the 
types  of  contracts  offered  by  different  companies.  As  more  experience 
is  accumulated  with  this  type  of  insurance,  undoubtedly  there  will  be 
more  uniformity  in  the  types  of  contracts  offered. 

As  yet,  not  many  cooperative  plans  include  this  coverage.  However, 
indications  are  that  it  will  be  given  serious  consideration  as  new  plans 


17 


are  adopted  or  as  older  plans  are  revised.  With  a  $500  deductible  and 
a  $3,000  maximum  it  would  add  greatly  to  the  usefulness  of  many  existing 
group  plans . 

CHOOSING  AN  UNDERWRITER 

After  a  decision  has  been  made  at  least  as  to  the  general  type  of  plan 
that  would  be  feasible  from  the  standpoint  of  needs  and  cost,  it  will  be 
time  to  consider  the  selection  of  an  underwriter.  Most  of  the  large 
life  insurance  companies  are  now  writing  group  insurance,  and  have  set 
up   "group"    departments    to  handle    this    type    of   contract. 

How  do  you  choose  a  company?  To  begin  with,  it  usually  is  a  good  idea 
to  obtain  proposals  from  three  or  four  companies  with  substantial 
experience    in   the   group   field. 

Since  the  purpose  of  obtaining  the  proposals  is  to  enable  you  to  make 
comparisons,  it  is  essential  that  they  all  be  based  upon  the  same  type 
of  plan.  This  is  why  it  is  desirable  to  reach  some  conclusion  as  to  the 
kind  of  plan  wanted  before  approaching  the  insurance  companies.  In 
prder  to  prepare  a  proposal  the  insurance  company  representative  will 
need  information  as  to  the  number,  age,  and  sex  of  employees.  He  will 
also  want  to  know  something  of  the  types  of  work  performed  by  the 
employees . 

In  choosing  between  the  companies,  initial  cost  should  not  be  the  only 
consideration.  Dividends,  of  course,  should  be  taken  into  consideration, 
as  should  the  company's  policy  and  practice  of  adjusting  premium  rates 
at  the  end  of  each  policy  year.  The  financial  stability  and  reputation 
of   the    company   would  be    factors. 

The  rate  of  dividend  that  any  company  can  pay  will  depend  upon  three 
factors  -  claims,  administrative  expense,  and  amount  of  reserves  set 
aside  for  contingencies.  It  is  rather  difficult  for  the  layman  to 
compare  these  items,  company  by  company.  Past  history  on  dividend 
payments  or  retrospective  rate  adjustments  reflect  good  management, 
operating  efficiency,  and  the  practice  of  the  company  in  sharing  its 
savings   with  policyholders. 

It  is  often  quite  difficult  to  make  comparisons  between  plans  and 
companies  and  give  the  proper  evaluation.  Unless  the  cooperative  has 
some  one  on  its  staff  who  understands  insurance  and  insurance  contracts, 
it  may  wish  to  employ  the  services  of  a  professional  insurance  consultant 
to  guide  it  through  the  process  of  developing  a  plan  and  selecting  an 
underwriter.  Group  insurance  is  important  enough  to  justify  this 
additional   expense. 

PRESENTING  THE  PLAN  TO  YOUR  EMPLOYEES 

If  the  association  proposes  to  pay  the  entire  cost  of  the  group  insurance 
plan,  there  will  be  no  selling  job  to  be  done.  It  can  be  assumed  that 
the   plan  will   be    welcomed  and  gratefully   received  by   all   employees.    This 
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would  be  true  even  though  the  employees  did  not  fully  understand  the 
technical  procedure  by  which  insurance  protection  was  being  provided  to 
them. 

On  the  other  hand,  if  the  employees  are  expected  to  share  in  the  cost  of 
the  plan,  it  will  be  highly  desirable  that  it  be  carefully  explained  to 
them.  They  will  be  interested  in  knowing  not  only  what  benefits  they 
are  to  receive,  but  also  something  of  the  procedure  by  which  the 
benefits  are  to  be  provided.  Certainly  they  will  want  to  know  what  their 
share  of  the  cost  will  amount  to. 


This  means  that  there  will  be  an  educational  job  to  be  done  at  the  time 
the  plan  is  initiated.  Any  method  customarily  used  in  getting  informa- 
tion to  employees,  such  as  meetings  or  employee  bulletins,  can  be  used 
in  this  case. 

In  any  event  it  is  highly  important  that  some  one  thoroughly  familiar 
with  the  plan  be  available  to  answer  questions  that  employees  invariably 
will  have.  The  insurance  company  or  the  agency  through  which  the  plan 
is  being  written  undoubtedly  can  be  of  considerable  help  in  this 
connection. 

Probably  the  most  important  feature  in  the  program  of  presenting  the 
plan  to  the  employees  and  securing  their  cooperation  and  participation 
is  an  official  announcement  circular  describing  the  plan  in  considerable 
detail.  The  insurance  company  underwriting  the  plan  can  be  of  much  help 
in  the  preparation  of  this  pamphlet. 

The  announcement  circular  can  take  almost  any  form  desired  so  long  as  it 
contains  a  clear  explanation  of  the  various  features  of  the  plan,  the 
benefits  provided,  and  the  cost. 

The  following  sample  circular  shows  the  type  of  information  ordinarily 
included  in  such  an  announcement.  It  also  summarizes  and  helps  to  crys- 
talize  much  of  the  discussion  in  the  preceding  pages. 
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(Sample   Circular) 


Group    Insur ance    Plan 


The  Twin-Count  y  Farmers  Cooper  at  ive  Assoc  iat  ion  has  deve loped  a  group 
insurance  plan  for  the  benefit  of  its  employees.  The  plan  is  a  voluntary 
one  and  present  emp 1 oyee  s  may  participate  or  not  as  they  wish.  It  is 
expected ,    however ,     that    most    employees    will    want    to    par  t  ic  ipate . 

The  plan  is  underwr  it  ten  by  one  of  the  larger  life  insurance  companies 
and    prov ides    five    types    of    coverages    as    shown    in    Table    4. 

Table  4.    -   Schedule   of  insurance    -    benefits  and  cost   by  salary  groups 


Salary 
classification 


Life 
insur- 
ance 


Accidental 
death  and 
dismember- 
ment 
principal 
sum 


Weekly 
sickness 

and 
accident 
benefit 


Daily 
hospital    benefit 


Employee      Dependent 


Maximum 
surgical    fee 


Employee      Dependent 


Weekly  contribution 


Employee 

with  no 

dependents 


Employe 
with  one 
dependent 


Employee 

with    two 

or   more 

dependents 


Over   $5,000  $5,000  $5,000 

$4,000   to  $4,999  4,000  4,000 

$3,000  to  $3,999  3,000  3,000 

$2,000  to  $2,999  2,000  2.000 

Under   $2,000  1,000  1,000 


$40 

$8 

$5 

$200 

$100 

$1.50 

$1.80 

$2.00 

30 

8 

5 

200 

100 

1.20 

1.50 

1.70 

20 

7 

5 

200 

100 

.90 

1.20 

1.40 

20 

7 

5 

200 

100 

.70 

1.00 

1.20 

10 

7 

5 

200 

100 

.50 

.80 

1.00 

The  complete  plan  will  become  effective  when  at  least  75  percent  of  the 
eligible    employee  s    make    appl icat  ion     for     insur  ance . 

Each  employee's  contribution  toward  the  cost  of  this  insurance  will  be 
deduc  ted  weekly  from  his  earnings.  In  addition,  the  c  oope  r  at  ive  will 
pay    a    subs t  ant  ia 1    part    of    the    premium. 

Eligibility 

All  f  u 1 1 ~  t  ime  employees  who  are  actively  working  will  be  eligible  to 
apply  for  insur  ance  on  the  effective  date  of  the  plan.  Employee  s  who 
are  away  from  work  on  that  day  will  be  eligible  to  apply  as  soon  as  they 
return    to    active    duty. 

Employee  s  hired  after  the  plan  bee  ome  s  effective  may  make  application 
after    three    months    of    continuous    active    service. 

Life    Insur  ance 

The  life  insurance  is  payable  in  event  of  death  at  any  time  or  place 
from  any  cause,  except  suicide  within  the  first  two  years.  Payment  will 
be  made  in  a  lump  sum  or  in  ins  t  a  1 Iment  s  to  the  beneficiary  designated 
by    the    employee.        The    beneficiary    may    be    changed    at    any     time. 


Group  life  insurance  ceases  upon  t  ermine  t  ion  of  employment .  However ,  by 
making  application  to  the  insurance  company  within  thirty-one  days 
following  the  date  on  which  employment  terminates,  the  employee  may 
convert  his  group  life  insur  ance  to  an  ind  iv  idua 1  policy  on  any  regular 
whole  life  or  endowment  plan.  This  ind  iv  idua 1  policy  will  be  issued 
without  medical  examinat  ion  at  the  insurance  company ' s  regular  rates  for 
the    at  t  ained    age    at     the     time    of    c  onver  s  ion . 
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Accidental    Death    and   Dismemberment    Insur ance 

The  ace  ident  a  1  death  and  dismemberment  insur  ance  pr  ov  ide  s  benefits  for 
the  accidental  loss  of  life,  limbs,  and  sight,  including  losses  resulting 
from    occupat  ional    accidents. 

The  full  pr  inc  ipa 1  sum  to  which  an  employee  is  entitled  will  be  paid  for 
accidental  loss  of  life,  both  hands,  both  feet,  one  hand  and  one  foot, 
one  hand  and  the  sight  of  one  eye,  one  foot  and  the  sight  of  one  eye,  or 
the  sight  of  both  eyes.  One  -  ha  1 f  the  principal  sum  will  be  paid  for 
accidental     loss    of    one    hand,     one     foot,     or     the    sight    of    one    eye. 

These  payments  will  be  made  directly  to  the  employee,  if  living;  other- 
wise   to    his    bene  fie  iary . 

S  ickne  s  s    and    Ace  ident    Bene  f  i  t  s 


The  weekly  inde  mn  i  t  y  shown  in  Table  4  is  payable  to  any  emp 1 oyee  while 
he  is  disabled  and  prevented  from  working  as  the  result  of  a  non - 
occupational  accident  or  a  disease  for  which  benefits  are  not  payable 
under    a    workmen's    compensation    law. 

The  weekly  benefit  to  which  the  employee  is  entitled  will  commence  on 
the  first  day  of  disability  resulting  from  ace  ident  or  on  the  eighth  day 
of  d  isabi 1 i  ty  resulting  from  disease.  It  will  be  payable  for  a  max  imum 
period    of    13    weeks     for    any    one    disability. 

Up  to  six  weeks  benefits  will  be  paid  for  any  one  pregnancy,  including 
childbirth  or  miscarriage.  However,  no  such  maternity  benefits  will  be 
payable  on  account  of  a  pr e gnaney  which  results  in  a  childbirth  or  mis- 
carriage within  nine  months  following  the  date  the  employee  becomes 
insured . 

Payment  will  be  made  for  as  many  separate  and  d  i  s  t  inc  t  pe  r  iods  of  dis- 
ability as  may  occur,  except  that  if  the  employee  is  age  60  or  over, 
benefits  will  not  be  paid  for  more  than  13  weeks  during  any  c  a lendar 
year  . 

Successive  periods  of  disability  separated  by  less  than  two  weeks  of 
active  work  on  full  time  will  be  considered  one  period  of  disability, 
unless  the  subsequent  disability  is  due  to  an  injury  or  s  ickness  entirely 
unrelated  to  the  causes  of  the  previous  disability  and  commences  after 
return    to    active    work    on    full     time. 

It  is  not  nece ssar y  for  an  employee  to  be  confined  to  his  home  to  collect 
benefits,  but  he  must  be  under  the  care  of  a  doctor  during  the  period 
of    d  i  sab  i  1  i  t  y. 

Hospital    Bene  f  i  t  s     for    Employees 

The  plan  pays  a  daily  benefit  for  room  and  board  while  the  employee  is 
confined  in  a  legally  constituted  hospital.  (See  Table  4).  To  qualify 
the  employee  must  be  under  the  care  of  a  doctor  for  at  least  18  hou-rs 
as  a  result  of  a  non-occupational  accident  or  a  disease  f  or  wh  i  c  h 
benefits     are     not     payable     under     a     workmen's     compensation     law.         These 
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benefits  are  payable  for  a  max  imum  period  of  31  days  during  any  one 
continuous    period    of    disability. 

If  hospital  confinement  is  due  to  pregnancy ,  the  maximum  period  of  pay- 
ment is  four  teen  days.  In  the  event  of  pre  gnancy ,  benefits  are  payable 
if  the  employee  goes  to  the  hospital  before  termination  of  insurance 
or  within  nine  months  thereafter.  However,  no  benefits  will  be  payable 
on  account  of  pr  e  gnancy  if  the  hospit  a  1  confinement  commence  s  less  than 
nine    months    after     the    date     the     employee    becomes     insured . 

The  plan  also  pays  for  other  hospital  charges  up  to  an  aggregate  total 
for     any    one    disability    of    ten     times     the     rate     of    daily    bene  f  it . 

Sur  g  ica 1    Bene  f  it  s     for    Empl oyee  s 

T  he  plan  pays  a  surgical  benefit  for  any  ope  r  a  t  i  on  resulting  from  a 
non- occupat  iona 1  accident  or  a  disease  for  which  benefits  are  not  payable 
under     a     workmen's     compensation     law.  T  he     amount     of     payment     for     a 

par  t  icu  lar  oper  at  ion  will  be  that  shown  in  the  ''  Schedule  of  Oper  at  ions^' 
in  the  certificate  each  employee  will  receive,  or  the  actual  charge  by 
the  sur  ge  on  whichever  is  less.  These  bene  f  i  t  s  are  payable  whe  t  her  the 
operation    is    performed    in    a    hospital,    in  a    doctor's     office,     or    elsewhere. 

In  the  event  that  several  oper  at  i  ons  are  required,  payment  will  be  made 
for  each,  but  not  more  than  $200  will  be  paid  for  all  oper  at  ions  during 
any    one    cant  inuous    period    of    disability. 

Benefits  are  payable  for  obstetrical  ope  r  at  i  ons  if  they  are  pe  r  for  med 
before  termination  of  insurance  or  within  nine  months  thereafter.  How- 
ever, no  benefits  will  be  payable  on  account  of  obstetrical  operations 
when  the  delivery  or  other  oper  a  t  i  on  takes  place  within  nine  months  of 
the    date     the    employee    become s     insured. 

Bene  f  i  t  s     for    Dependents 

Dependent  s  eligible  for  hospit  a  1  and  surgical  bene  f  it  s  include  the  wife, 
dependent    husband ,     and    unmarr  ied    children    under     18    years    of    age. 

Hospital  benefits.  The  plan  pays  the  amount  charged  by  the  hospital 
for  room  and  board  up  to  $5  per  day  but  not  to  exceed  31  days  in  any  one 
i 1 Iness  .  In  maternity  cases  benefits  will  be  limited  to  14  days.  The 
plan  also  pays  up  to  $50  for  all  charges  made  by  the  hospit  a  1  in  addi- 
tion   to    room    and    board    during    any    one    period    of    d isab i 1 ity . 

Surgical     benefits.  The     plan     also    pr  ov  ide  s     surgical     benefits     for 

dependents.  The  maximum  amount  of  payments  for  a  particular  operation 
will  be  one  -  ha  1 f  of  the  amount  shown  in  the  tabulation  on  page  15,  or 
the  actual  charge  made  by  the  surgeon,  if  less.  These  surgical  bene  f  i  ts 
are  payable  whether  the  operation  is  performed  in  a  hospital,  the  doctors 
office    or    e Isewhere . 

Insur ance    Certificate 

The  insur  ance  company  will  issue  to  each  insured  employee  an  ind  iv  idual 
cer  t  if  icate    descr  ibing     the    bene  f  it  s    of    the    plan. 


